The existing empirical evidence is somewhat inconclusive with respect to a number of the key predictions of the agency model. Although the reach of agency theory is considerably wider, the dominant portion of work has been taken up with examining the nature of the trade-off between risk and incentives, and the implications thereof for contractual design. More specifically, some researchers have recently noted that the predicted trade-off between risk and incentives turns out to be rather weak, and perhaps non-existent, when confronted with the available empirical evidence. In this paper, we examine the risk-incentives trade-off and related predictions from agency theory on the basis of data from a data set encompassing close to 1000 Danish firms. We find that the relation between the use of performance pay in these firms and the environmental uncertainty they confront  which is one way to test the risk/incentives tradeoff  is indeed weak and in many cases even perverse. We then suggest, in line with other recent contributions to the literature, that this may be caused by the widespread use of delegation. One effect of delegation is that it breaks the simple relation between risks and incentives. We examine the suggestion that that those firms that are more prone to use delegation of decision rights in their internal organization are facing an uncertain environment to a larger extent than the rest of the population. We argue that this constitutes an indirect confirmation of the hypothesis. We also examine the multi-tasking agency hypothesis that as risk increases, the flexibility of agents is restricted. We fail to find support for this hypothesis. It is suggested that the reason for this finding is also related to delegation.
I.

Introduction
Empirical work in agency theory is relatively scant, at least when compared to the abundance of theoretical papers that have appeared since the mid-nineteen-seventies (Masten and Saussier, 2002) , and to the rather large and cumulative body of empirical work in related areas, notably transaction cost economics (Shelanski and Klein, 1995) . Moreover, the existing empirical evidence is somewhat inconclusive with respect to a number of the key predictions of the agency model. Although the reach of agency theory is considerably wider, the dominant portion of the extant empirical work has been taken up with examining the nature of the trade-off between risk and incentives, and the implications thereof for contractual design, including the design of organizations and institutions. However, as Prendergast (1999; 2000) notes, the empirical relation between risk and incentives is "tenuous." Many, perhaps most, other predictions from agency theory have not been subjected to empirical scrutiny. For example, multi-tasking agency theory (Holmström and Milgrom, 1991) predicts that an agent's flexibility (i.e., the number of tasks that he is allowed to engage in) will be restricted, the less reliable the performance measures for his main tasks become. Increasing environmental uncertainty may produce this effect. This prediction has, to our knowledge, never been tested. 1 In this paper, we undertake to examine the risk-incentives trade-off on the basis of data from a data set encompassing close to 1000 Danish firms. We find that the relation between the use of performance pay in these firms and the uncertainty they confront  which is one way to test the risk/incentives tradeoff  is indeed "tenuous." We then suggest, in line with, for example, Jensen and Meckling (1992) , Mendelsson and Pillai (1999) , and Prendergast (2000) that this may be caused by the widespread use of delegation.
An effect of delegation is breaking the simple relation between risks and incentives. We move on to examine indications that suggest that firms that are more prone to use delegation of decision rights in their internal organization are also those firms that face a more uncertain environment than the rest of the population. We argue that this constitutes an indirect confirmation of the hypothesis. We also examine the multitasking agency hypothesis that as risk increases, the flexibility of agents is restricted (Holmström and Milgrom, 1991) . We fail to find support for this hypothesis. We suggest that the reason for this finding is also related to the issue of delegation.
II. Theory and Hypotheses
Basic Agency Theory
We here briefly and simply restate the basics of the agency model (following the now standard model of Holmström and Milgrom, 1991 ). Consider a "task" with output, x. x depends on the agent's effort, e, and a normal error term, ε, which has mean, µ, and variance, σ 2 , so that x = e + ε. µ, σ 2 and x are common knowledge for the agent who and principal. e is unobservable to the principal and σ 2 is uncontrollable for the agent. x is verifiable, so that contracts, s(x), specifying the payment from principal to agent can be (costlessly) written. The agent's preferences may be described by the exponential utility function, -exp[-r (s (x) -c (e))], where r is the coefficient of risk aversion and c (e) is the agent's cost function.
In the standard formulation, the principal's problem is to choose s so that the agent puts effort forward and is not overly burdened with risk. Under certain assumptions (stated in Holmström and Milgrom, 1987) , the second-best contract takes a linear form, s (x) = αx + β, where α is a measure of how "high-powered" incentives are and β is simply an income transfer from the principal to the agent (which serves to satisfy the participation constraint).
Maximizing the certainty equivalent of joint surplus, which is u + µ -½rα 2 σ 2 -c (e), subject to the agent's first order condition, c'(e) = α, yields the best choice of α. Holmström (1989) gives the example of assuming c (e) = ½ke 2 , which yields α = (1 + krσ 2 ) -1 .
Inspection of this expression reveals that the agent receives a higher share, the lower his aversion to risk is and vice versa (α, the "piece rate," and r, the coefficient of risk aversion varies inversely), and that incentives (α) and variance (σ 2 ) also vary inversely. This is the tradeoff between risk-sharing and provision of incentives to supply effort.
The standard model may be extended in various ways, notably by introducing monitoring considerations. In the above setting, higher risk leads to more monitoring, 1 At least directly. Holmström and Milgrom (1991) invoke earlier work by Anderson (1985) and Anderson and because higher risk leads to a fall in α, which in turn reduces effort, prompting an increase in monitoring. The provision of incentives may also be influenced by changing the agent's opportunity costs, that is, controlling which other activities he can engage in, for how long time, etc. Intuitively, the less restricted an agent is  that is, the more discretion he has with respect to his choice of which activities to engage in and for how long  the more costly it is to induce him to work on a specific project. Consequently, the costs of providing incentives may be reduced by restricting the set of activities that an agent is allowed to work on (Holmström and Milgrom, 1990 ). The costs of measuring the agent's performance in the various activities play a key role for how much the agent will be restricted, as clarified by Holmström and Milgrom (1991) . A key prediction from their multitask-agency model is that the more costly it is to measure the agent's performance in his main activities, the more his flexibility will be restricted. Since risk and measurement cost can reasonably be assumed to correlate directly, this train of thought would seem to predict that as risk increases, the agent will tend to become increasingly constrained. An interpretation is that activities will tend to be clustered in those activities that are easily measurable, and those that are not; different kind of incentives will be provided for each.
Empirical Work
In agency theory, environmental uncertainty has the effect of adding observation error (increase measurement cost) to performance measures (Holmström, 1979; Holmström and Milgrom, 1991; Prendergast, 2000) . This increases the risk that is imposed on agents.
Hence, the testable prediction is that risk and performance pay correlate negatively.
However, as Prendergast (2000) documents at length, this prediction has not fared quite well in the face of the empirical evidence. Specifically, he considers the empirical evidence for the four classes of occupation of executives, sharecroppers, franchisees, and salesforce workers. In the case of executive compensation, the evidence is "inconclusive," although there is weak evidence for relative performance evaluation, an implication of the risk/incentives tradeoff. For sharecroppers, the fraction that they retain turns out to be increasing in the noisiness of financial returns that is directly counter to the agency prediction. Evidence from franchising studies suggest that the choice of whether to keep outlets in-house or franchise them is influenced by uncertainty in a direction opposite to the prediction of agency theory, that is, the probability of choosing franchising is positively Schmittlein (1984) as indirectly yielding empirical support for their multitask agency model.
influenced by environmental uncertainty. The evidence on salesforce integration is inconclusive. In sum, the empirical evidence would, on balance, seem to indicate that uncertainty and incentives are positively, rather than negatively, related. This directly contradicts the basic agency model.
Resolving the Uncertainty/Performance Relation
A strong candidate for explaining why the basic agency prediction seems to be falsified in the light of the empirical evidence is that basic agency theory fails to consider the many benefits of delegation (Foss and Foss, 2002) . Indeed, in the basic story, the only benefit of delegation seems to be economizing with the opportunity costs of the principal's time. If these were low or zero, the principal would carry out the task himself, particularly since differences in knowledge about how to optimally carry out the task do not seem to exist.
In actuality, of course, much knowledge about how to optimally carry out the task resides with the agent, and may be too costly to transfer to corporate headquarters (or other managerial layers), because of problems of eliciting the correct information or simply because the relevant is of a highly "impacted," tacit or complex, kind. Agents then have "real authority," in the sense of Aghion and Tirole (1997) . In this situation, delegation colocates decision rights with this knowledge. The attendant moral hazard problem may be reduced by using more output-based contracts. Organizational structure and reward mechanisms arguably reflects the relevant tradeoff (Jensen and Meckling, 1992) . Thus, the choice of how to remunerate agents is one that is complementary to a host of other issues of organizational design.
As Prendergast (2000) points out, this kind of reasoning may help explain why we may, in fact, expect a positive relation between uncertainty and incentives; thus, as he notes, "… uncertain environments result in the delegation of responsibilities, which in turn generates incentive pay based on output" (Prendergast, 2000: 1) . Thus, in stable environments, direct order-giving and input monitoring will be employed by the principal.
In more uncertain environments, the principal may still be able to monitor the agent's activities, but will have less of an idea of which activities the agent should optimally work on and how these activities should be balanced. Information about these issues may reside with the agent rather than with the principal. In this situation, principals likely respond by offering output-based performance contracts (Barzel, 1997).
Clearly, we should expect the incidence and strength of the relation between environmental uncertainty and performance pay to be firm or industry dependent. There are a priori grounds for suspecting that it may be stronger in "high-tech," "dynamic,"
"turbulent," etc. firms and industries than in the more traditional ones. We offer two complementary explanations for this.
First, the use of delegation is likely to be more prevalent in the former kind of industries than in the latter (Mendelson and Pillai, 1999) . There are number of reasons for this. "High-tech," "dynamic," etc. industries are more likely to require speedy decisionmaking on the part of incumbent firms. This is a force pulling in the direction of delegation.
Moreover, in such industries, principals are likely to be more uncertain about how agents should optimally carry out tasks than in more traditional industries. This also fosters delegation, as explained above.
A second, complementary, reason why we would expect the incidence and strength of the uncertainty-incentives link to be stronger in "high-tech" firms and industries is that these are likely to make more use of multi-tasking than more traditional firms and industries.
Notably, organizational practices such as planned job rotation and quality circles introduce multitasking environments. However, these are also the firms and industries for which uncertainty is already high, relatively more output-based pay being used in response.
Multitasking aggravates this, since it adds to the difficulty of accurately measuring input performance, and makes it even more attractive to substitute output-based pay for direct monitoring and other ways of restricting the agent. This contradicts the Holmstrom and Milgrom hypothesis that increasing risk under multitasking lead to restriction of the number of activities that an agent is allowed to work on: Given that output-based pay is preferred under these circumstances, there is little reason to implement such restrictions. On the contrary, "dynamic" firms often stimulate multitasking for reasons of knowledge-integration and sharing.
Hypotheses
A number of hypotheses may be derived from the above discussion. The first one is simply that as a general matter, the uncertainty/incentive relation is a positive one. This relation is not directly asserted by Prendergast, who merely lists the relevant empirical evidence and tries to rationalize based on that. However, the evidence he mentions is derived from rather different kinds of occupations (and underlying industries) which makes it relevant to consider whether the relation may in fact be a general one. Thus, we suggest that given a certain level of uncertainty.
The underlying "mechanism" driving the positive relation between uncertainty and incentives is, as his been argued, delegation. Thus, based on the above, we would expect the following hypothesis to hold true. Finally, we submit that contrary to the predictions from multitasking agency theory, firms in "dynamic," high-uncertainty industries far from refraining from the use of multitasking, such firms will actually use multitasking more frequently: We examine these hypotheses empirically in the remainder of the paper. contracts, the measurement of uncertainty is a more difficult endeavor. 3 In the empirical agency literature various measures has been used to gauge the level of uncertainty facing the relevant agent. In the sub-section on "Empirical Work" in Section II of this paper, we briefly mentioned the four types of occupation, considered in the empirical agency literature (executives, sharecroppers, franchisees, and salesforce workers). In some of this literature, the measure of environmental uncertainty is idiosyncratic/specific to the activity in question.
Such an idiosyncratic measure has been used in the case of  for instance  the analysis of franchising decisions, where the average proportion of discontinued outlets in the franchising sector in which the franchisor operates, has been adopted (Lafontaine, 1992) .
Another example of a specific measure is the number of calls it takes to close a sale, averaged across the salespeople at the responding firm (Coughlan and Narasimhan, 1992) . 4 For the analysis of sharecroppers, the coefficient of variation of yield has been used (Allan and Lueck, 1992) . In addition to the specific measures of uncertainty, variation over time of aggregate sales data has been applied in some studies (Norton, 1987; Martin, 1988) as well survey-based data, assessing the stability in sales and forecasting accuracy (John and Weitz, 1989 ). In the literature on executive pay, the most commonly used proxy for risk or uncertainty is variation in returns (see for instance, Lambert and Larker, 1987; Sloan, 1992;
Bushman, Indjejikian and Smith, 1996). It should be pointed out, however, that since managers are to some extent capable of controlling variations in sales, stock returns or to tackle this issue in any direct way. However, indirectly we address the issue by noting that the two key complementary variables, that is, pay for performance and delegation, both vary with measures of uncertainty.
profitability, not all of the variance will reflect uncertainty (Lafontaine, 1992 
The Empirical Model
Based on the discussion above the probability of introducing a certain organizational practice may be specified as follows:
). , (
Here, o is the probability of adopting an organizational practice to a certain extent within the firm, β 1 and β 2 are parameter vectors, and z is a set of (exogenous) determinants of the application of certain organizational practices, related to environmental uncertainty, while x is a set of other variables explaining the adoption of a certain organizational practice across business firms. The model may be made operational in the following way:
where Prob(O i = 0..j) expresses the firms' probability of adopting a given organizational practice (such as pay-for-performance or delegation of responsibility) to a certain degree within the firm ("0" = no use, "1" = less than 25% of the workforce involved, "2" = 25-50% of the workforce, and "3" = more than 50% of the workforce involved). We control for firm size (SIZE) and for sectoral affiliation (SECT). We include three sector categories (see the paragraph below for a description). Finally, we control for whether or not the firm is a subsidiary of a larger firm (SUBSID), since decisions on the adoption of organizational practices may  at least partly  be decided at the level of the headquarter. Table 1 below. The calculation of PROFITVAR is based on register data from Statistics Denmark. The basis of the variable is firm profitability measured as firm profits divided by firm value added. The firms in the sample have been classified according to industry at the level of eighty-three industries by Statistics Denmark (see Appendix 2 to this paper). However, given the fact that there is a very small number of firms in some industries only, the industries have been aggregated up to a total of seventy industries, in the cases were this seemed meaningful (see appendix Table 3 for details of the aggregation). Since relatively complete data are available for the years 1992, 1993 and 1994, all firms with non-missing profit data for all of the three years are included in the analysis (in order to get a balanced panel). The number of firms with non-missing profit data are 1610 firms 5 , and hence we have 4830 observations on which to base the variance-in-profits variable. Based on those observations, the within-industry (seventy industries) variance is calculated, resulting in the PROFITVAR variable. 6 It follows from the hypotheses stated in Section II, that we expect positive signs for the "uncertainty"
variables.
The sectoral classification is key to Hypothesis 2 of this paper, since we claim that firms in more "dynamic" sectors use performance pay than those in less "dynamic" sectors"
for given levels of uncertainty (measured as innovation or increase in the level of competition). Details of the sectoral classification applied may be found in Appendix 2 to this paper. Firm types with the strongest internal capacity to develop new products and services are assumed to belong to "high knowledge-intensive industries" (see Laursen, 2002) . Firms in such industries are producing specialized machinery and instrumentation, chemicals and pharmaceuticals and ICT (Information and Communication Technology)
services -the latter including banking, accounting, consultancies, advertising etc.
Industries associated with the lowest capacity to develop new products and services internally ("low knowledge-intensity industries") are assumed to be the construction industry, retailing, cleaning, and to some extent supplier dominated manufacturing industries (furniture, textiles, pulp, paper and paper products etc.). Scale-intensive manufacturing industries (bulk materials and assembly) and firms in the wholesale trade industry may be considered to be intermediate in relation to knowledge-intensity ("medium knowledge-intensity industries"). Based on this sectoral classification, we estimate the following model in order to test hypothesis 2:
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where the notation is the same as in Equation (2). Footsign S indicates that the parameter is allowed to vary, depending on to which sector each firm belongs.
The Data
The main source of data for this paper is the DISKO database. The database is based on a questionnaire that aims at tracing the relationship between technical and organizational innovation in a way that permits an analysis of new principles for work organization and their implications for the use and development of the employee's qualifications in firms in the Danish private business sector. The survey was carried out by the DISKO project at Aalborg University (DK) in 1996. The questionnaire was submitted to a national sample of 4,000 firms selected among manufacturing firms with at least 20 full-time employees and non-manufacturing firms with at least 10 full-time employees. Furthermore, all Danish firms with at least 100 employees were included in the sample, i.e. a total of 913 firms. The resulting numbers of respondents were 684 manufacturing and 1,216 non-manufacturing firms, corresponding to response rates of 52 per cent and 45 per cent, respectively.
The first descriptive analysis of the survey can be found in Gjerding and Lund (1996) and in Gjerding (1997) . The database is held by Statistics Denmark, and the data on the firms in the database can be linked to regular register data that are also held by Statistics Denmark. For the purposes of the present paper, data have been obtained on the size and profitability of the firms in the sample from regular register data. The choice was made to work only with firms with more than 30 employees, since we are dealing with the application of formal work practices -practices which are simply less meaningful for smaller companies (why use delegation, if the firm is not larger than a typical work team?).
By retaining only firms in the sample that are larger than 30 employees, we end up with a total of 993 firms. Table 1 produced products/services that were new to the national market, while 79 firms introduced products/services that were new to the world.
Estimation
Since the dependent variable is a discrete and inherently ordered multinomial-choice variable, an ordered probit model is applied as the means of estimation (for an exposition of ordered probit models, see Greene, 1997: 926-931) . Table 2 contains the estimations relevant to hypotheses 1, 3 and 4, while the relevant estimations to hypothesis 2 are to be found in Table 3 . The marginal effects corresponding to the coefficients found in Table 2 are reported in Appendix Tables A1-A4 , while marginal effects corresponding to the coefficients reported in Table 3 are to be found in Appendix Tables A5. The null hypothesis that the slopes of the explanatory variables are zero is strongly rejected by the likelihood ratio test in all of the four models (i-vi) from Table 2 , as well as for the model estimated in Table 3 . Model (i), in Table 2 , tests Hypothesis 1 ("There is an overall positive and significant relation between environmental uncertainty and the use of performance pay"). It can be seen from the estimation of model (i) that being a subsidiary increases the probability of adopting pay-for-performance to an increasing degree. This conclusion can be made, based on the fact that the parameter for SUBSID is positive and significant and since the marginal effect for the SUBSID variable is negative (see Appendix Table A1 ) only in the case of no use (PPAY=0), while the marginal effect is positive in the case of at all levels of adoption (PPAY=1, 2, 3). It can also be noted that the marginal effects are particularly large in the case of PPAY = 3. The SIZE variable is insignificant. Of our three uncertainty measures, the parameter for increased level of competition is insignificant. In contrast, parameter for the innovation variable (INNO) is significant and the marginal effect is negative only in the case of no use of pay-for-performance. The effect is by far strongest in the case of PPAY = 3 (> 50% of the workforce involved). Moreover, the parameter for PROFITVAR is very significant and has the right sign, according to Hypothesis 1. Also in this case, the marginal effect is negative only in the case of no use of pay-for-performance (PPAY = 0). Here, the effect is strongly negative, while the effect is strongly positive in the case of PPAY = 3. In sum, we find rather strong support for Hypothesis 1.
Hypothesis 2 ("The strength of the correlation between environmental uncertainty and the use of performance pay is sector dependent, so that firms in more "dynamic" sectors
are more likely to use performance pay than those in less "dynamic" sectors, given a certain level of uncertainty") is put under scrutiny in Table 3 , where the parameters are allowed to differ for each variable, according to whether the firms belong to low, medium, firm increases the probability of adopting pay-for performance for what concerns low and high knowledge intensive sectors, whereas the parameter is insignificant with respect to medium knowledge intensive firms. The marginal effects are particularly strong for PPAY = 3 (> 50% of the workforce involved), both for low and high knowledge intensive sectors (see Appendix Table A5 ). Again  as when a common parameter was assumed  COMP is insignificant. However, the second uncertainty variable, INNO is positive, significant and the marginal effects are negative only in the case of no use of PPAY, for all of the three sectors. Nevertheless, the size of the parameter for the high knowledge intensive sector is about twice the size of the parameters for the two other sectors, and marginal effects are also much stronger for the high knowledge intensive sector  in particular for PPAY = 3 (see Appendix Table A5 ). In other words, if firms produce innovations to an increasing degree of novelty, they are much more likely to adopt pay-for-performance involving the majority of the workforce and this relationship is the strongest for firms affiliated to high knowledgeintensity sectors. When it comes to the profit-variance measure (PROFITVAR), we find that the results are strongly consistent with hypothesis 2 of this paper, since the parameter is significant in the case of medium and high knowledge intensive firms. Moreover the parameter is larger for high knowledge intensive firms than for medium knowledge intensive firms. For both of the two significant types of firms interpretation of the parameters is straight-forward, since the marginal effects are negative only in the case of no use of PPAY. Overall, the findings give strong support to Hypothesis 2. Table 2 firms facing tougher competition are more likely to adopt delegation of responsibility only when more than 50 per cent of the employees are involved in the delegation. The parameter for PROFITVAR has the expected sign, but is not significant. To conclude on Hypothesis 2, it can be said that the hypothesis finds support to the extent that if firms face more competitive environments, then they are more likely to use delegation of responsibility, conditional on whether delegation involves the majority of the workforce.
Model (ii) in
With respect to hypothesis 4 ("Firms that are placed in environments characterized by high uncertainty will restrict the activities that their employees can engage in less than
those that are placed in low uncertainty environments"), we apply two measures of "multitasking." The first has to do with the use of "quality circles" (QC), while the second has to do with the application of "planned job rotation". In both cases we argue that those work practices allows for more multitasking, and hence restrict the employees less. The relevant estimations can be found in models (iii) and (vi) in Table 2 . In these two models, the marginal effects for all variables (except for the three intercepts) are negative (see Appendix Table A3- Hence, in the latter situation, larger firms seem more likely to adopt planned job rotation.
SUBSID is positive and significant in both models, meaning that firms belonging to a larger firm are more likely to use quality circles, as well as planned job rotation. INNO is positive and significant in both models as well, implying that firms with the ability to produce (uncertain) innovations are more prone to adopt QC and PJR. The other proxy for uncertainty, COMP, is significant at the ten per cent level in affecting the likelihood of adopting planned job rotation, while it is insignificant when confronting quality circles. In other words, firms which perceive a tougher competition regime are more likely to adopt quality planned job rotation. In sum, the evidence is somewhat supportive of hypothesis 4.
IV. Concluding Discussion
This paper began by observing the seemingly tenuous tradeoff between risk and uncertainty.
We then went on to suggest  in line with other authors  that this may be caused by the widespread use of delegation of decision rights. Moreover, we argued firms should restrict their employees less, when faced with a more uncertain environment. This prediction is in contrast to the prediction of the standard agency theory. Subsequently, we made an attempt to shed light on these matters empirically, as empirical research on these matters may be characterized as relatively scant. It was further argued that firms' ability to produce innovations of an increasing degree of novelty, and firms' perceived change in competition regime, as well as with-in industry variations in profitability may serve as (imperfect) measures of environmental uncertainty.
The evidence was found to be consistent with the hypothesis stating that there is an overall positive and significant relation between environmental uncertainty and the use of performance pay in the sense that the likelihood of adopting pay-for-performance increases with firms' ability to produce product innovations, in particular when the majority of the workforce is involved in the pay-for-performance schemes. However, not only did we conjecture that there an overall positive and significant relation between environmental uncertainty and the use of pay-for-performance, we also added the prediction that the strength of the correlation between environmental uncertainty and the use of performance pay is sector dependent, so that firms in more "dynamic" sectors are more likely to use performance pay than those in less "dynamic" sectors, given a certain level of uncertainty. It was concluded that if firms produce innovations to an increasing degree of novelty, they are much more likely to adopt pay-for-performance involving the majority of the workforce and that this relationship was found to be the strongest for firms affiliated to high knowledgeintensity sectors. Moreover, we found that the relationship between the level of adoption of pay-for-performance schemes and uncertainty  measured as within-industry variance in profits  becomes increasingly strong, when the level of knowledge intensity increases.
With respect to the hypothesis claiming that delegation and environmental uncertainty are positively correlated, we found support for this claim to the extent that if firms face more uncertain environments, then they are more likely to use delegation of responsibility, conditional on the observation that delegation involves the majority of the workforce.
Although the parameter for the measure of within-industry variance in profitability turned out not to be significant (albeit positive) in explaining the use of delegation in firms, the opposite prediction from standard agency theory (a negative relation) found no support in the available evidence.
We also examined the multitasking agency hypothesis (the Holmström-Milgrom hypothesis) which states that, as risk increases, the flexibility of agents is restricted. We found no evidence of such a relationship. First, we found that the parameter for withinindustry variance in profitability was positive (although not significant). Second, we found some evidence consistent with the view that firms which are placed in environments characterized by high uncertainty will restrict the activities that their employees can engage in less than those that are placed in low uncertainty environments. In this context, we found that firms with the ability to produce (uncertain) innovations are more prone to adopt quality circles and planned job rotation. Moreover, we found the final proxy for uncertainty, an increased level of competition, to affect positively the likelihood of adopting planned job rotation. Multitasking adds to the difficulty of accurately measuring input performance, and makes it more attractive to substitute output-based pay for direct monitoring and other ways of restricting the agent. Given that output-based pay is preferred under these circumstances, there is little reason to implement such restrictions. On the contrary, we conjecture that "dynamic" firms often stimulate multitasking for reasons of knowledge-integration and sharing.
V. Appendices If the respondent answered yes to this question he/she was asked whether similar products/services could be found... a. ...on the Danish market (yes/no) b. ...on the world market (yes/no) If the respondent answered that a similar product could be found both on the Danish market and on the world market, the innovation variable was coded with the value of 1 ("new to the firm"). If respondent answered that a similar product could be found on the world market, but not on the Danish market, the innovation variable was coded with the value of 2 ("new to the country"). If the respondent answered that similar product could neither be found on the Danish market, nor on the world market, the innovation variable was coded with the value of 3 ("new to the world"). If the respondent answered no the first question under (4), the variable was assigned with the value of 0 (non-innovator).
3. To which extent has competition from other firms changed during recent years? a. Strongly decreased b. Somewhat decreased c. Unchanged d. Somewhat increased e. Strongly increased If the respondent answered "strongly decreased", the variable was coded with the value of zero, while the variable was coded with the value of four, in the case where respondent answered "strongly increased". 
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